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BANKING  REFORM  AND  THE  NATIONAL 
RESERVE  ASSOCIATION. 


IN  these  days  when  the  4 ‘ Progressive’ ’  is  much  in  evi¬ 
dence,  it  may  not  he  amiss  to  indicate  that  the  cause 
of  the  common  people  is  the  one  which  should  be 
kept  ,in  mind  in  all  our  discussion  of  changes  in  our 
monetary  and  banking  institutions.  It  should  be  dis¬ 
tinctly  understood  that  we  are  today  looking  to  a 
fundamental  reorganization  of  our  banking  system,  not 
because  it  will  favor  the  bankers,  but  because  it  will 
favor  the  business  public  and  the  borrowers,  who¬ 
ever  they  may  be,  merchants  or  producers.  If  our 
present  system  has  made  it  difficult  for  the  legiti¬ 
mate  business  man  to  keep  out  of  bankruptcy  during  an 
unexpected  collapse  of  credit — such  as  that  of  1907 — if 
houses  of  good  reputation  are  unable  to  borrow  in  time  of 
need — then  those  who  suffer  by  loss  of  employment,  when 
trade  is  depressed,  have  a  right  to  ask  that  progress 
should  be  made  in  changing  the  old  for  something  better. 
Progressive  legislation  is  what  we  need ;  and  by  that  we 
mean  legislation  in  the  interests  of  the  many  and  not  of 
the  few. 

If  we  think  about  it,  we  see  we  cannot  stop  human 
progress  even  if  we  wished  to.  The  embryo  of  change 
and  movement  is  everywhere.  Look  back  over  any  of 
your  towns  in  this  state  and  compare  their  condition  fif¬ 
teen  years  ago  with  that  of  today  and  you  are  obliged  to 
become  optimists.  In  fact,  the  speed  of  progress  is  so 
great  as  to  turn  some  men’s  heads.  Unwilling  to  wait 
the  natural  evolution  of  progress  out  of  existing  institu¬ 
tions,  they  wish  to  wipe  out  everything  that  exists  and 
begin  anew.  Progressives  of  this  sort  are  as  bad  as  the 
worst  reactionaries;  they  impede  real  progress.  Espe¬ 
cially  is  this  so  if  they  wish  to  tear  down,  solely  out  of 
crass  ignorance  as  to  the  core  of  value  in  existing  insti¬ 
tutions,  which  have  come  down  to  us  as  a  development 
out  of  past  experience. 
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These  observations,  true  as  they  may  he  of  many 
political  and  governmental  questions,  are  true  in  a 
marked  degree  of  money  and  banking.  When'  I  look 
back,  in  the  short  span  of  my  own  observation,  to  the 
arguments  presented  in  the  70 ’s  on  the  greenbacks,  in  the 
80 ’s  and  90  \s  on  silver,  in  1898-90  on  asset-currency,  and 
today  on  the  scheme  for  a  National  Reserve  Association, 
the  progress  in  the  grasp  upon  money  and  banking  is 
something  amazing.  Surely  all  those  past  campaigns 
have  had  their  educative  effect  on  the  public  at  large,  so 
that  today  we  can  assume  many  propositions  which  once 
required  constant  proof  and  illustration.  We  may,  there¬ 
fore,  take  up  the  proposals  for  banking  reform  now  be¬ 
fore  the  country  with  a  measure  of  confidence  that  en¬ 
lightened,  and  serious  discussion  of  vital  questions  will 
be  effective  in  bringing  about  further  progress.  We  are 
as  certain  to  have  a  better  system  of  banking  as  we  are 
of  the  coming  of  tomorrow. 

If  we  wish  something  permanent,  it  must  be  a  devel¬ 
opment  out  of  existing  institutions,  which  have  been 
built  up  out  of  our  own  conditions  and  experience.  As 
practical  men  we  must  take  the  world  as  we  find  it, 
and  build  accordingly.  With  these  tests  in  mind,  permit 
me  to  discuss  with  you  the  banking  problem  as  it  has  been 
presented  in  the  plan  of  the  National  Monetary  Commis¬ 
sion,  and  which  has  been  the  product  of  many  minds. 

II. 

In  the  panic  of  1907  it  was  impressed  on  the  public  and 
on  Congress  that  our  monetary  system  was  not  of  the 
kind  that  could  successfully  withstand  the  stress  of  a 
coming  monetary  stringency  or  the  greater  dangers  of  a 
serious  financial  collapse. 

But  we  must,  of  course,  beware  of  the  man  with  a  cut- 
and-dried  system,  who  has  a  beautiful  theory  sure  to  pre¬ 
vent  all  panics  and  to  cure  all  the  ills  of  industry.  As  in 
the  case  of  any  disease,  we  must  first  find  out  what  is 
wrong,  and  next  try  to  discover  a  remedy  to  meet  the 
particular  ill.  First,  then,  as  to  the  difficulties  disclosed 
in  the  past  which  must  be  overcome  by  a  correction  of  our 
monetary  system.  Some  persons  have  a  belief  that 
monetary  and  credit  emergencies  can  be  met  by  the  issue 
of  banknotes.  Others  express  the  belief  that  the  problem 
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is  not  so  mucli  one  of  circulation  as  it  is  one  of  the  organ¬ 
ization  of  credit.  The  problems,  therefore,  to  my  mind, 
seem  to  center  about  banknotes  on  the  one  hand,  and  the 
power  of  a  bank  to  lend  on  the  other:  (1)  the  needs  of 
the  public  for  currency,  and  (2)  the  needs  of  a  bank 
when  under  pressure  in  meeting  demands  for  loans. 

The  needs  of  the  public  for  currency  to  act  as  a  medium 
of  exchange  in  buying  and  selling  goods,  in  paying  wage- 
rolls,  in  travel'  etc.,  are  obvious.  In  certain  sorts  of 
transactions,  mainly  in  a  part  of  retail  trade  and  in  dis¬ 
tricts  uhused  to  banking  methods,  some  form  of  money 
must  be  passed  from  buyer  to  seller.  In  total  amounts, 
however,  these  transactions  are  insignificant  in  compari¬ 
son  with  those  transactions  on  a  large  scale  which  are 
carried  on  by  checks,  drafts  or  bills  of  exchange — without 
the  use  of  anv  forms  of  ordinary  money.  With  an  in- 
creasing  population,  but  chiefly  with  the  increasing  prod¬ 
ucts  bought  and  sold  at  retail,  the  demand  for  currency, 
such  as  it  is,  must  normally  increase  absolutely  in  greater 
or  less  sums.  For  such  needs  an  elastic  banknote  cir¬ 
culation,  slowly  rising,  but  expanding  and  contracting 
sharply  with  seasonal  demands,  is  imperative.  Our  pres¬ 
ent  national  bank  circulation  does  not  provide  for  this 
elasticity.  It  expands  and  contracts  without  any  direct 
relation  to  the  demands  of  the  community.  To  this 
point  of  elasticity  much  emphasis  has  been  directed,  and 
I  do  not  wish  to  minimize  its  importance ;  but  it  is  to  be 
doubted  if  it  is  as  vital  as  some  suppose.  If  we  used 
only  banknotes  (or  other  paper  money)  as  a  medium  of 
exchange,  the  insistance  upon  an  elastic  banknote  circu¬ 
lation  would  be  of  first  importance;  and  in  the  limited 
field  in  which  actual  money  is  imperative,  the  need  of  an 
elastic  banknote  Issue  to  the  general  public  remains 
highly  important.  Although  we  have  the  deposit  cur¬ 
rency  as  a  medium  of  exchange  which  is  perfectly  elas¬ 
tic,  elasticity  of  note  issues  should  receive  attention  in 
the  due  proportion  of  the  importance  of  banknotes  to 
other  media  of  exchange,  under  normal  conditions  of 
business. 

Still  keeping  in  mind,  however,  the  needs  of  the 
public  for  a  medium  of  exchange  and  not  the  needs  of 
the  bank  itself,  it  will  probably  appear  to  many  that 
the  demand  of  the  public  for  expanding  issues  of  cur¬ 
rency  is  of  vital  importance  in  a  time  of  financial  dis- 
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tress,  sncli  as  that  in  the  autumn  of  1907.  To  those  who 
set  most  store  by  the  virtues  of  an  elastic  banknote  is¬ 
sue  this  seems  the  crux  of  the  whole  matter.  It  is  sup¬ 
posed  that  in  a  time  of  stringency  the  public  will  de¬ 
mand  more  circulation;  and  to  support  this  view  the 
events  of  the  panic  of  1907  have  been  drawn  upon  as 
proof.  It  is  true,  of  course,  that  government  or  bank¬ 
notes  could  not  be  had  in  most  cities  during  the  height 
of  the  panic  in  1907,  even  in  small  sums ;  and  as  a  conse¬ 
quence  the  clearing-house  associations  issued  clearing¬ 
house  notes  (as  distinct  from  clearing-house  loan  certi¬ 
ficates)  for  circulation  among  the  public.  Without  doubt 
this  inability  to  get  cash  for  a  small  check  on  a  bank 
or  at  a  paying  office  made  a  deeper  impression  on  the 
minds  of  the  people  than  any  other  event  during  the 
panic.  It  was  this  popular  belief  in  the  need  of  more 
money  to  which  Congress  evidently  catered  when  it 
passed  the  Aldrich- Vreeland  Act,  as  a  provisional  meas¬ 
ure  before  a  coming  election  in  1908.  It  was,  as  every¬ 
one  must  admit,  a  striking  commentary  on  the  inad¬ 
equacy  of  our  banking  and  monetary  system  that  it  was 
impossible  for  the  banks  to  supply  to  employers  of  labor 
and  for  the  small  needs  of  every  day  a  relatively  small 
amount  of  currency  having  a  general  circulation.  Yet, 
on  the  other  hand,  it  is  a  fact  that  the  total  amounts 
of  the  clearing-house  notes  for  the  use  of  the  public 
were  not  large,  nor  were  they  long  outstanding.  More¬ 
over,  as  affecting  the  ability  of  the  producing  and  trad¬ 
ing  firms  to  weather  the  stress  of  the  panic,  they  had 
practically  no  influence  whatever.  The  banks  were  more 
frightened  than  the  public.  The  demands  of  the  small 
local  banks  for  additional  precautionary  reserves  drew 
down  the  cash  reserves  of  city  banks  more  than  did  the 
demands  of  business  men.  This  was  the  reason  for  the 
scarcity  of  circulation.  The  holding  on  to  their  cash  by 
the  city  banks  was  primarily  in  the  interest  of  reserves 
and,  therefore,  in  the  interest  of  those  who  wished  loans 
or  who  had  to  be  carried  for  a  time. 

The  power  to  expand  their  note  issues  (which  are 
liabilities)  could  not  have  added  to  the  cash  reserves  of 
the  banks  and  thus  have  enlarged  their  power  to  aid 
needy  borrowers.  It  is  true,  however,  that  an  expan¬ 
sion  of  note  issues  would  have  aided  the  banks  indi¬ 
rectly  ;  it  would  have  allowed  them  to  satisfy  the  urgent 
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demand  of  the  public  for  a  medium  of  exchange  by  pass¬ 
ing  out  their  notes  and  thus  would  have  enabled  them  to 
retain  lawful  money  which  could  be  used  as  reserves  to 
support  their  loans  and  deposits.  But,  primarily,  the 
issue  of  banknotes  is  for  circulation  in  the  hands  of  the 
public  and  not  for  any  serious  advantage  which  they 
render  in  increasing  the  power  of  the  banks  to  lend  and 
to  stave  off  a  panic.  Accordingly,  the  prevailing  idea 
that  we  must  prpvide  against  future  panics  and  avoid  a 
repetition  of  what  happened  in  the  panic  of  1907  by 
arranging  for  the  rapid  issue  of  banknotes  in  a  time  of 
emergency  is  quite  aside  from  the  real  point,  for  it  is 
based  on  the  wrong  assumption  that  it  is  the  lack  of  cur¬ 
rency  in  the  hands  of  the  public,  and  not  the  difficulty  of 
the  banks  in  lending,  which  is  the  critical  thing  at  such  a 
time. 

This  popular  insistence  on  the  view  that  we  can  pre¬ 
vent  the  occurrence  of  panics  and  meet  all  the  dangers  of 
a  financial  panic,  once  it  is  upon  us,  by  the  device  of 
an  expansion  of  banknotes  is,  in  my  judgment,  based  on 
an  erroneous  analysis  of  banking  operations  in  times  of 
stress.  Very  respectable  authorities  have  asserted  that 
our  monetary  system  is  radically  at  fault  so  long  as  it 
will  not  prevent  the  occurrence  of  panics.  And  the  be¬ 
lief  that  the  Bank  of  England  and  the  Bank  of  France — 
as  central  institutions — have  been  able  to  head  off  spec¬ 
ulation  and  avert  the  evils  of  expanded  credit  is  re¬ 
ferred  to  as  an  instance  of  what  can  be  done  by  a  cen¬ 
tral  institution  in  this  country.  We  have  been  led  to 
think  that  the  issue  of  notes  is  the  means  by  which  the 
effects  of  the  crisis  are  met  and  its  inconveniences  re¬ 
duced;  in  the  case  of  England  by  the  suspension  of  the 
Bank  Act  bringing  out  more  notes  than  the  Issue  De¬ 
partment  ;  and  in  the  case  of  France  directly  by  the  in¬ 
crease  of  notes  of  the  Bank  of  France.  As  we  shall  see 
later  this  appeal  to  the  banks  of  England  and  France 
is  wholly  unfounded  in  fact. 

The  reserve  city  bank  which  can  quickly  increase 
its  own  notes  can  supply  the  demands  made  upon  it  by 
country  national  banks  and  correspondents — provided 
the  country  bank  wishes  only  currency  for  circulation 
in  its  neighborhood  and  not  for  its  own  reserves.  Here, 
•  again,  the  new  bank  issues  do  not  give  the  pivotal  aid 
which  some  suppose  always  comes  from  additional  cir- 
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dilation.  Not  being  lawful  money,  they  could  not  be 
used  in  reserves  and,  therefore,  would  not — and  could 
not — improve  the  lending  power  of  the  local  country 
national  bank.  They  would,  however,  supply  currency 
to  the  country  bank  which  could  be  paid  out,  if  urgently 
demanded,  and  thus  indirectly  protect  reserves,  and 
they  could  be  used  as  reserves  by  other  than  national 
banks. 

Another  advantage  in  emergency  banknotes,  of 
course,  is  the  opportunity  they  present  to  national  banks 
having  relations  with  state  banks  and  trust  companies. 
By  issuing  their  own  notes  they  may  exchange  them 
for  lawful  money  held  by  banks  outside  the  national  sys¬ 
tem.  In  this  way  they  can  indirectly  increase  their 
lawful  money  and  consequently  their  power  to  lend. 

All  the  above  advantages  are  patent  and  are  argu¬ 
ments  in  favor  of  a  margin  of  elastic  note  issues.  But 
while  these  issues  have  a  great  importance,  they  would 
not  cure  the  fundamental  difficulties  existing  in  times  of 
panic.  The  principal  reason  for  this  statement  exists 
in  the  fact  that,  obviously,  the  national  bank  cannot  re¬ 
plenish  its  reserves — which  are  an  asset — by  an  addi¬ 
tion  to  its  own  notes,  which  are  a  liability.  Apart  from 
its  illegality,  it  is  a  banking  lie. 

Too  much  mav  be  made  of  the  need  of  an  elastic 
bank  circulation  in  a  time  of  panic  in  view  of  the  fact 
that  we  already  have  a  perfectly  elastic  medium  of  ex¬ 
change  in  our  deposit  currency,  especially  for  all  large 
transactions.  The  term  “ money”  is  loosely  used.  We 
use  gold  as  a  standard,  but  we  do  not  use  it  to  any 
appreciable  extent  as  a  medium  of  exchange.  More  than 
95  per  cent,  of  our  large  transactions  are  performed 
by  a  check  and  deposit  currency  which  rises  and  falls 
exactly  in  proportion  to  the  exchanges  of  goods  wliicli 
call  forth  loans  and  bank  deposits.  Under  existing 
familiar  methods  of  payment  by  checks  and  drafts,  the 
borrower  who  is  able  to  get  a  loan  in  a  time  of  stress 
has  no  difficulty  whatever  in  meeting  his  maturing  obli¬ 
gation  by  a  check  on  a  solvent  bank.  To  get  the  loan 
is  the  important  thing — not  the  particular  form  of  liabil¬ 
ity  which  the  bank  gives  him  on  making  the  discount. 
In  fact,  on  getting  the  loan  the  borrowing  merchant 
would  not  wish  to  take  out  notes  and  then  be  obliged  to 
find  a  place  in  which  to  deposit  them  again.  It  is  clear, 
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therefore,  that  the  mere  power  to  issue  banknotes  in  it¬ 
self  is  not  the  only  nor  the  most  important  way  of  meet¬ 
ing  an  emergency  brought  on  by  a  disturbance  of  credit. 

We  have  heard  much  in  this  country  about  the  need 
of  an  elastic  bank  currency.  About  a  marginal  elas¬ 
ticity  to  a  large  total  circulation  in  normal  conditions 
for  seasonal  demands  I  have  already  spoken.  There  is 
no  difference  of  opinion  concerning  that  important  need. 
But  most  persons  who  advocate  an  elastic  currency  have 
in  min<jl  a  need  of  a  very  different  kind — the  need  of  help 
to  borrowers  in  a  time  of  panic.  For  a  need  of  this 
kind  careful  examination  will  disclose  that  the  issue  of 
banknotes  is  of  minor  importance  and  does  not  touch 
the  real  cause  of  difficulty.  I  say  of  minor  importance, 
for  the  ability  to  pay  off  depositors  in  banknotes  would 
undoubtedly  give  to  customers  of  a  bank  the  means  of 
meeting  maturing  indebtedness.  But  the  serious  pres¬ 
sure  comes  from  those  whose  deposit  accounts  are  in¬ 
sufficient  to  meet  heavy  panic  demands.  The  real  ques¬ 
tion  is :  Will  the  power  to  issue  more  notes  (a  liability) 
enable  a  bank  to  enlarge  its  loans  greatly  without  hav¬ 
ing  thereby  received  anything  which  will  increase  its 
cash  reserves!  In  short,  there  is  no  little  confusion  of 
mind  as  to  the  thing  really  needed  in  a  time  of  panic. 

It  is  a  crude  thought  that  an  increase  of  banknotes 
is  needed  by  the  general  public  as  a  medium  of  exchange 
because  of  the  inability  of  business  men  to  exchange 
goods  due  to  a  scarcity  of  currency.  The  real  difficulty 
resides  not  with  the  general  public  and  the  media  of 
exchange — for  checks  are  as  good  as  ever  as  a  medium 
of  exchange  if  there  are  deposit  accounts  on  which  they 
can  be  drawn — but  with  the  banks,  with  the  power  of 
the  banks  to  expand  their  loans  in  a  time  of  stress. 
This  is  the  pivotal  thing  in  any  plan  to  relieve  the  dis¬ 
tress  of  a  financial  panic  (even  with  those  who  are  urg¬ 
ing  an  elastic  currency  as  a  cure-all). 

III.  ‘ 

So  much  for  the  relation  of  bank  issues  to  the  situa¬ 
tion  created  by  a  financial  crisis;  but  as  has  been  al¬ 
ready  pointed  out,  there  are  other  elements  in  the  situa¬ 
tion  of  far  greater  importance.  When  we  look  back  to 
the  panic  of  1907  we  find  three  important  happenings, 
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connected  in  purpose  and  need,  which  altogether  tran¬ 
scend  the  minor  question  of  the  issue  of  clearing-house 
currency  for  public  use.  These  three  points  of  central 
importance  have  to  do  with  the  lending  power  of  the 
banks  and  are  as  follows:  (1)  The  importation  of  gold; 
(2)  The  deposit  of  lawful  money  with  the  banks  by  the 
Treasury;  (3)  The  issue  of  clearing-house  loan  certifi¬ 
cates. 

Every  banker,  every  borrower,  who  was  concerned 
with  the  work  of  preventing  disaster  from  spreading  in 
1907  knows  how  dominating  were  these  three  matters. 
Why?  Because  they  directly  touched  the  power  of  the 
banks  to  lend.  There  was  a  crisis,  not  because  of  a 
scarcity  of  a  medium  of  exchange  in  the  hands  of  the 
public,  but  because  the  central  banks  had  had  excessive 
demands  made  upon  them  for  loans  and  because  they 
held  paper  which  had  become  more  or  less  unsound. 
A  crisis  comes  because  credit  has  been  unduly  expanded 
in  a  period  of  prolonged  prosperity;  in  an  optimistic 
spirit  men  have  entered  into  transactions  beyond  their 
actual  means,  as  is  shown  when  the  test  of  actual  pay¬ 
ment  is  exacted,  and  in  a  time  of  freight  collateral  as 
well  as  goods  falls  in  price.  In  such  a  situation  liqui¬ 
dation  needs  time  if  disaster  is  to  be  prevented.  The 
banks  are  called  upon  to  carry  houses  doing  a  legiti¬ 
mate  business  that  are  in  trouble.  Just  when  timid 
persons  or  country  banks  are  drawing  down  cash  re¬ 
serves,  the  banks  are  forced  by  the  situation  to  increase 
their  loans.  In  the  one  week  ending  November  2,  1907, 
the  reserves  of  the  New  York  banks  fell  $37,000,000, 
while  loans  were  increased  $60,000,000.  That  showed 
that  the  New  York  banks  met  a  difficult  situation  with 
courage  and  good  judgment.  At  their  own  risk  they 
came  to  the  rescue  of  a  hard-pressed  business  public. 
Everything  centered  in  those  things  which  would  aid  the 
lending  power  of  the  banks.  It  is  needless  to  say  that 
the  issue  by  the  bank  of  its  own  liabilities  in  the  form  of 
notes  would  be  an  insignificant  palliative  and  would  not 
touch  (except  as  mentioned  above)  the  cash  reserves 
and  the  power  to  lend.  The  one  central  thing  to  be  done 
was  to  increase  reserves.  Here  is  the  crux  of  the  whole 
matter,  whether  it  is  a  time  of  an  impending  stringency 
or  the  storm-center  of  a  crushing  panic.  The  bank’s 
own  notes  (its  own  liability)  cannot  legally  or  morally 
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be  used  to  fill  up  its  reserves  (the  bank’s  active  asset). 
Here  is  the  fatal  deficiency  of  banknote  issues  as  a 
means  of  curing  a  panic.  The  one  thing  needed  was 
lawful  monev  which  could  be  used  as  reserves. 

The  most  important  of  the  devices  resorted  to  in 
1907,  however,  as  well  as  in  former  panics  as  far  back  as 
1861,  was  the  issue  of  clearing-house  loan  certificates. 
What  was  the  point  of  their  issue?  It  was  not  that  the 
country  needed  more  money  for  general  circulation  or 
more  media  of  exchange,  but  that  the  banks  whose  re¬ 
serves  had  run  down  needed  aid  for  the  purpose  of  lend¬ 
ing  to  hard-pressed  borrowers.  In  a  crisis  what  is 
wanted — and  wanted  above  all  other  things — is  the  loan. 
Once  given  the  loan,  the  borrower  has  no  difficulty  in 
finding  a  medium  of  exchange,  by  which  he  can  transfer 
his  credit  in  a  way  to  satisfy  his  maturing  obligation. 
The  loan  is  the  primary  thing.  All  that  the  creditor 
demands  is  a  means  of  payment  acceptable  in  his  com¬ 
munity.  It  is  just  at  this  point  that  I  venture  to  say  we 
find  the  most  confusion  of  thinking  and  the  greatest 
amount  of  loose  talking.  It  is  carelessly  assumed  that 
the  great  need  is  an  issue  of  banknotes,  when  in  reality 
the  great  need  is  some  means — whatever  it  may  be — 
which  will  enable  a  bank  to  make  loans  to  a  client,  who 
can  thereby  be  saved  from  failure  and  from  hasty  and 
ruinous  liquidation.  The  whole  object  of  clearing-house 
certificates,  then,  is — not .  to  provide  currency — but  to 
make  loans  possible  to  legitimate,  though  needy,  bor¬ 
rowers.  After  loans  are  made,  checks  provide  all  the 
means  of  payment  anyone  needs.  The  increase  of  a 
bank’s  liabilities  does  not  increase  its  reserves  or  its 
power  to  lend,  so  that  the  issue  of  banknotes — except 
as  above  indicated — is  wholly  aside  from  the  point. 

IV. 

Having  in  mind  these  fundamental  principles,  let 
us  now  discuss  their  application  to  the  proposed 
National  Reserve  Association. 

(1)  In  the  first  place,  we  have  in  existence  a  sys¬ 
tem  of  scattered,  independent,  national  banks  number¬ 
ing  over  7,000;  and,  outside  of  them,  an  extensive  group 
of  banks  and  trust  companies  exercising  the  functions 
of  discount  and  deposit  under  the  laws  of  the  various 
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states,  numbering  over  11,000.  Into  this  situation  it 
lias  been  seriously  proposed  by  some  writers  to  intro¬ 
duce  a  Central  Bank,  after  the  example  of  England, 
France  or  Germany.  That  is,  centralization  has  been 
suggested  as  the  remedy  for  an  organization  too  much 
de-centralized.  It  may  be  true  that  centralization  is  an 
obvious  tendency  in  our  political  and  industrial  life ;  and 
precisely  because  we  have  had  no  guiding  leadership  in 
our  banking  life,  the  tendency  towards  combination  of 
important  banks  is  becoming  quite  as  obvious.  Perhaps 
this  tendency  is  already  too  strong  to  be  overcome ;  but, 
after  much  consideration,  I  am  led  to  believe  that  to  be 
a  conclusion  which  need  not  be  assented  to.  We  must 
devise  a  plan,  suited  to  the  democratic  genius  of  our 
government,  which  will  save  us  from  a  dominating, 
powerful,  centralized  monetary  institution.  In  the  com¬ 
mon  interest,  this  proposition  must  find  instant  and 
ready  assent. 

For  my  part,  I  am  obliged  to  confess  that  a  Cen¬ 
tral  Bank  in  the  United  States  is  undesirable  and  un¬ 
suited  to  our  conditions.  What  we  need  is  not  central¬ 
ization but  cooperation ,  entered  into  by  all  our  inde¬ 
pendent  banks,  both  national  and  state.  For  this  reason 
we  must  all  favor  the  National  Reserve  Association  as 
opposed  to  a  Central  Bank.  You  all  know  only  too  well 
what  happened  in  1907.  Each  individual  bank  was 
looking  out  for  itself.  Then  you  recall  how  our  banks 
were  obliged  to  suspend  from  the  Atlantic  to  the  Pa¬ 
cific.  That  was  not  surprising  in  view  of  the  kind  of 
thing  we  called  our  banking  system.  It  might  better  be 
called  a  system  to  intensify  panics.  Let  me  illustrate: 
If  a  military  force  of  1,000  men  on  the  frontier  were 
scattered  in  20  blockhouses,  each  containing  50  men, 
then  a  small  body  which  could  capture  one  blockhouse 
could  successfully  destroy  the  whole  number  of  garri¬ 
sons.  Such  bad  military  strategy  could  be  obviated  by 
uniting  all  the  garrisons  with  connected  defenses,  so 
that  any  attack  could  be  met  at  one  point  by  the  whole 
force  under  command.  Our  present  system  is  like  the 
scheme  of  detached  blockhouses.  From  the  point  of  view 
of  the  borrower  and  the  business  man,  it  might  be  called 
the  blockhead  system.  What  we  need  is  union  and  co¬ 
operation  in  the  face  of  danger. 
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This  cooperation  the  National  Reserve  Association 
provides.  All  the  banks  in  a  locality  are  to  be  grouped 
into  a  local  association,  composed  of  not  less  than  10 
banks,  whose  combined  capital  and  surplus  shall  be  not 
less  than  $5,000,000.  Now  mark  that  each  separate  as¬ 
sociation  has  local  self-government;  but  yet,  as  we  shall 
see,  it  is  a  part  of  a  cooperative  plan.  T£fflMi£&s  of 
the  governing  directors  of  an  association  are  chosen 
on  the  basis  of  votes  in  proportion  to  shares  held  in  the 
National  Reserve  Association  (i.  e.  in  proportion  to 
capital).  Then,  while  locally  self-governed,  these  asso¬ 
ciations  are  grouped  in  15  districts,  into  which  the  whole 
country  is  divided.  All  the  local  associations  in  a  dis¬ 
trict  federate  themselves — as  in  a  republic — to  form  a 
branch  of  the  National  Reserve  Association.  The  gov¬ 
erning  board  of  each  district  branch  is  chosen,  one  from 
each  local  association;  in  addition,  other  directors  (two- 
thirds  of  the  number  of  associations)  elected  on  the 
basis  of  shares  held  in  the  National  Reserve  Associa¬ 
tion,  and  another  one-third  chosen,  not  from  bankers, 
but  from  men  engaged  in  industry,  commerce  and  agri¬ 
culture.  Finally,  the  district  branches  are  federated  in 
the  National  Reserve  Association,  whose  directors  are 
chosen,  one  from  each  of  the  15  districts ;  in  addition  12 
directors,  elected  on  the  basis  of  shares  in  the  National 
Reserve  Association;  also  12  directors  chosen,  not  from 
bankers,  but  from  industry,  commerce  and  agriculture, 
and  3  executive  officers,  a  governor  and  2  deputy  gov¬ 
ernors,  together  with  the  Secretary  of  the  Treasury, 
the  Secretary  of  Commerce  and  Labor  and  the  Comp¬ 
troller  of  the  Currency.  The  executive  officers  are  to 
be  appointed  by  the  board  of  directors.  The  executive 
committee  is  to  be  composed  of  9  members,  including 
the  3  executive  officers  and  the  Comptroller  of  the  Cur¬ 
rency.  Such  an  organization  makes  it  impossible,  hu¬ 
manly  speaking,  for  any  financial  interests,  or  any  group 
of  persons,  to  control  for  their  personal  ends  the  bank¬ 
ing  and  lending  operations  of  the  country.  No  cen¬ 
tralized  power  could  dominate  an  organism  whose  life 
is  drawn  from  functions  local  to  each  community.  The 
individual  bank  is  put  into  helpful  relations  with  its 
nearest  neighbors,  and  not  under  the  control  of  a  domi¬ 
nating  Central  Bank. 
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Such  being  the  organization,  how  will  it  work?  How 
can  it  provide  cooperation  in  time  of  stress?  This 
question  brings  us  to  the  crux  of  the  whole  matter. 
When  overtrading  has  been  going  on,  and  an  unexpected 
reverse  forces  men  who  have  unduly  expanded  to  liqui¬ 
date,  how  can  legitimate  business  be  saved  from  being 
also  dragged  down?  Obligations  are  maturing,  but 
prices  are  falling,  and  buyers  are  scarce.  There  is  the 
same  amount  of  money  in  the  country  as  before.  But 
the  one  great  need — the  most  imperative  of  all — is  that 
of  a  loan  by  which  a  coming  payment  may  be  met.  Yet, 
just  as  this  time  timid  depositors  are  drawing  cash,  and 
country  banks  are  calling  home  their  funds.  This  was 
the  state  of  affairs  in  1907,  and  it  will  be  the  same  again 
if  we  do  not  adopt  a  better  system.  Just  when  its  re¬ 
serves  are  declining  a  bank  is  obliged  to  increase  its 
loans. 

In  such  a  threatening  time  as  this,  how  would  the 
National  Reserve  Association  work?  In  brief,  it  offers 
a  means  by  which  a  bank  can  provide  itself  with  reserves 
through  the  use  of  its  own  picked  assets.  By  changing 
good  assets  into  lawful  reserves  it  can  safely  increase 
its  loans  to  the  immediate  assistance  of  all  legitimate 
borrowers.  The  process  is  easy  to  understand.  The  pith 
of  the  scheme  is  that  a  local  bank,  if  it  has  good  paper, 
can  get  it  rediscounted  at  a  branch  of  the  National. Asso¬ 
ciation;  then  it  can  count  this  credit  as  a  part  of  its  re¬ 
serves,  or  it  can  draw  the  notes  of  the  National  Reserve 
Association  and  count  them  in  its  reserves.  That  is,  a 
bank  can  change  one  asset,  the  paper  held  in  the  loan 
item,  into  another  asset,  lawful  money  reserve,  thus 
increase  the  ratio  of  its  reserves  to  immediate  liabili¬ 
ties,  and  thereby  enable  it  to  increase  its  loans.  That 
is  the  quick  aid  which  the  National  Reserve  Associa¬ 
tion  will  bring  to  the  borrower,  be  he  merchant  or  pro¬ 
ducer.  If  he  can  get  the  needed  loan,  he  can  meet  his 
maturing  obligations,  and  the  whole  business  public  can 
be  saved  from  useless  and  ruinous  liquidation. 

If  any  single  bank  has  good  commercial  paper,  it 
can  ask  its  local  association  to  guaranty  the  paper 
which  it  desires  to  rediscount  at  a  branch  of  the  National 
Reserve  Association.  Or,  any  single  bank,  without  the 
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guaranty  of  the  local  association,  may  obtain  a  discount 
at  the  branch  on  notes  having  a  maturity  of  not  more 
than  28  days  and  which  were  created  at  least  30  days 
prior  to  the  rediscount.  If  such  paper  has  more  than 
28  days  to  run  (hut  not  exceeding  four  months)  it  must 
be  guaranteed  by  the  local  association.  Or,  the  direct 
obligation  of  a  single  bank  (under  approval  and  in  cer¬ 
tain  emergencies)  may  be  discounted,  if  indorsed  by  the 
local  association  and  secured  by  the  pledge  of  satisfac¬ 
tory  securities.  In  these  various  ways  all  banks  which 
enter  the  National  Reserve  Association  will  be  able  to 
replenish  their  lawful  reserves  (without  importing  gold 
or  securing  deposits  from  the  National  Treasury)  and 
thus  be  able  to  meet  every  demand  of  legitimate  borrow¬ 
ers  in  any  real  crisis. 

VI. 

But  what  is  the  source  of  all  this  credit?  It  is  not 
a  Central  Bank ;  it  is  an  institution  much  like  a  legalized 
clearing-house  association.  It  'does  not  discount  for 
the  public;  but,  like  a  clearing-house  association  in 
former  panics,  it  creates  a  place  where  banks  can  have 
paper  discounted  in  a  normal  regular  way.  At  pres¬ 
ent  when  a  bank  needs  aid  in  time  of  pressure  it  takes 
its  paper  to  the  clearing-house  committee  and  gets 
clearing-house  loan  certificates,  good  only  in  settling 
clearings  between  the  bank’s  local  to  that  association, 
but  not  good  to  the  general  public,  and  not  good  outside 
the  boundaries  of  the  particular  clearing-house  asso¬ 
ciation.  It  is  true  these  certificates  do  increase  the 
power  of  the  bank  to  lend,  and  their  issue  has  mitigated 
the  severity  of  many  a  panic.  They  are,  however,  a 
limping  help.  Now,  the  interesting  thing  about  the 
National  Reserve  Association  is  that  it  is  an  evolution 
out  of  past  needs  and  institutions,  and  not  a  radical 
new  departure.  It  seizes  the  fundamental  good  in  the 
clearing-house  loan  certificate,  broadens  it  for  gen¬ 
eral  use,  breaks  down  the  limits  of  its  local  efficiency, 
makes  a  resort  to  it  normal  and  regular  instead  of  ex¬ 
ceptional  and  as  a  confession  of  weakness.  That  is, 
its  notes  can  be  used  regulaly  in  normal  conditions  of 
business,  and  in  such  a  way  as  to  prevent  the  occurrence 
of  sharp  cataclysms.  Moreover,  its  great  advantage 
over  clearing-house  certificates  is  that  these  notes  can 
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go  directly  into  reserves,  and  thus  instantly  affect  the 
lending  power  of  the  bank.  The  clearing-house  loan  cer¬ 
tificate  had  no  such  right.  Thus,  you  can  see  at  once 
that  the  National  Eeserve  Association  is  a  healthy 
growth — or  evolution — out  of  our  past  experience.  Out 
of  the  makeshifts  of  the  past  it  has  taken  the  important 
and  given  it  universality.  Instead  of  revolutionizing 
our  banking  system,  it  takes  what  it  finds  and  builds  up 
constructively  a  strong  cooperation,  where  now  there 
is  weakness  and  selfish  isolation.  The  more  one  studies 
the  plan  the  more  it  is  seen  that  the  weaknesses  of  the 
existing  conditions  have  been  found,  and  then  a  con¬ 
structive  remedy  found  for  them. 

Making  help  to  our  credit  regular  and  normal,  in 
stead  of  sporadic,  is  a  great  measure  of  progress.  But 
this  step  is  to  be  taken  only  under  conservative  methods 
subject  to  control  by  officials  of  the  Government,  yet 
not  at  the  expense  of  the  Government.  The  banks  are 
obliged  to  provide  the  capital  of  $300,000,000,  and  yet, 
beyond  a  4  or  5  per  cent,  dividend  on  their  contributions, 
all  the  profits  from  rediscounting,  or  dealing  in  ex¬ 
change,  go  to  the  bank’s  surplus  or  to  the  Treasury  of 
the  United  States.  In  short,  it  is  not  a  money-making 
institution.  It  is  a  scheme  for  cooperation,  by  which 
the  business  interests  of  the  whole  nation  are  united 
so  that  they  can  be  helped  whenever  in  danger,  and  yet 
none  of  these  interests,  or  the  banks,  can  make  any 
profit  out  of  the  organization.  One  of  the  happiest  fea¬ 
tures  of  the  plan  is  that  it  is  freed  from  political  and 
financial  control,  and  every  bank  has  an  equal  chance 
for  aid.  A  bank  may  avail  itself  of  the  advantages  of 
the  National  Reserve  Association  by  subscribing  to  its 
capital  an  amount  equal  to  20  per  cent,  of  the  capital 
stock  of  the  subscribing  bank,  of  which  only  10  per  cent, 
will  be  called  for  in  cash. 

VII. 

Another  admirable  feature  of  the  new  proposals  is 
its  purpose  to  free  our  money  market  from  the  influence 
of  Wall  Street.  You  all  know  how,  at  present,  country 
and  inland  banks  send  idle  funds  to  New  York  for  the 
sake  of  the  interest  on  deposits,  and  how  these  funds  are 
loaned  at  call  and  used  to  carry  stocks  and  produce. 
This  tendency  will  be  corrected,  and  more  capital  be 
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available  for  commercial  transactions,  by  creating  a 
discount  market  for  acceptances,  which  are  forbidden 
by  the  courts  under  the  existing  law.  At  the  time  of  the 
pressure  for  moving  cotton  and  grain  a  drain  on  bank 
reserves  can  be  avoided  by  allowing  houses  to  draw 
time  drafts  on  their  banks,  which  will  be  4  4  accepted  ’  ’  by 
the  banks  on  the  assumption  that  they  are  based  on 
commercial  transactions,  and  that  the  drawer  will  have 
the  funds  at  the  bank  at  the  specified  maturity.  It  is 
proposed  that  a  limited  amount  of  these  acceptances 
could  be  purchased  from  banks  by  the  National  Reserve 
Association.  In  this  way  a  discount  market  can  be 
created  for  such  paper,  as  now  exists  on  the  Continent 
and  in  London,  thereby  providing  a  legitimate  outlet 
for  funds  otherwise  loaned  at  call  and  generally  em¬ 
ployed  in  the  stock  market.  In  fact,  all  through  the 
scheme  are  provisions  to  prevent  the  speculative  de¬ 
mands  in  the  stock  market  from  fixing  the  rate  of  dis¬ 
count  charged  to  commercial  borrowers.  Indeed,  stock 
exchange  collateral  cannot  ordinarily  be  used  as  secur¬ 
ity  for  discounts  at  the  National  Reserve  Association. 
The  public,  then,  should  early  come  to  understand  that 
the  plan  is  carefully  studied  to  divert  funds  away  from 
speculative  stock  markets  to  the  legitimate  uses  of  in¬ 
dustry  and  trade. 

VIII. 

Finally,  it  has  become  clear,  since  the  plan  has 
been  placed  before  the  public,  that  a  development  out 
of  our  past  experience  in  clearing  houses  which  touches 
preeminently  the  organization  of  credit  should  reach 
all  the  institutions  that  deal  in  credit.  The  local  clear¬ 
ing-house  associations  without  legislation  and  by  the 
natural  logic  of  events,  have  included  state  banks  and 
trust  companies.  In  all  reason,  therefore,  the  advan¬ 
tage  of  ,the  National  Reserve  Association  should  be 
opened  to  these  institutions  as  well  as  to  the  national 
banks.  The  part  played  by  state  institutions  in  New 
York  during  the  panic  of  1907  sufficiently  illustrates 
this  point.  The  credit  operations  of  such  banks  form 
so  large  a  part  of  our  banking  situation  that  the  same 
reasons  which  have  brought  them  into  local  clearing¬ 
house  associations  would  demand  their  entrance  into 
the  National  Reserve  Association. 
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Thus  we  shall  have  a  scheme,  if  enacted,  that  will 
give  us  cooperation  instead  of  demoralization;  evolu¬ 
tion,  but  not  destruction;  combination  and  economy  of 
reserves;  loans  for  legitimate  borrowers  in  periods  of 
stress;  safety  for  every  bank  with  sound  assets;  pro¬ 
tection  from  derangement  of  business  and  consequent 
unemployment  of  labor;  escape  from  the  domination  of 
stock  market  speculation,  and  the  union  of  all  credit 
institutions,  state  or  national  for  mutual  defense  in  time 
of  peril. 

J.  LAURENCE  LAUGHLIN. 
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THE  OBJECT  OF  THE  LEAGUE 


The  National  Citizens’  League  for  the  Promotion  of 
a  Sound  Banking  System,  under  whose  auspices  this 
address  is  published,  is  organized  and  incorporated 
under  the  statutes  of  the  State  of  Illinois.  In  view  of 
the  disastrous  liquidation  caused  by  the  panic  of  1907, 
and  the  desire  to  protect  normal  business  in  the  future 
from  similar  interruptions,  it  is  believed  that  the  plan 
for  a  cooperative  organization  of  banks  will  give  us  the 
results  of  European  experience  without  the  creation  of 
a  central  bank,  and  secure  stability  of  business  to  pro¬ 
ducers  and  merchants,  and  protection  from  lack  of  em¬ 
ployment  to  laborers. 

The  League  is  strictly  non-partisan,  representing  a 
joint  and  spontaneous  movement  of  business  men  and 
others,  independent  of  party  affiliations,  who  are  uniting 
in  a  popular  movement  for  a  reform  of  the  banking  sys¬ 
tem  of  the  United  States. 

Its  aim  is  to  conduct  an  educational  campaign  of 
national  scope,  and  to  awaken  the  public  to  a  realization 
that  our  credit  system,  dependent  as  it  is  on  unrelated 
banks,  is  subject  to  most  serious  and  unnecessary  dan¬ 
gers,  and  that  this  absence  of  organized  and  united 
responsibility  in  our  banks  affects  all  classes,  and  is  a 
menace  to  legitimate  business  operations  and  a  drag 
upon  national  development. 


